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Business Situation

Advance Estimates for the Second Quarter of 2003

CCORDING to the “advance” estimates of the na-

tional income and product accounts (NIPAS),
U.S. production stepped up in the second quarter of
2003, inflation slowed sharply, and real disposable in-
come increased a little more than in the first quarter.

« Real gross domestic product (GDP) increased 2.4
percent in the second quarter after increasing 1.4
percent in each of the two preceding quarters (table
1 and chart 1).! Over the seven quarters since the

1. Quarterly estimates in the NIPA's are expressed at seasonally adjusted
annual rates, unless otherwise specified. Quarter-to-quarter dollar changes
are differences between these published estimates. Percent changes are cal-
culated from unrounded data and annualized. “Real” estimates are in
chained (1996) dollars, and price indexes are chain-type measures.

This article was prepared by Daniel Larkins.

Chart 1. Selected Measures: Change From
Preceding Quarter

Percent
10 REAL GROSS DOMESTIC PRODUCT
5
oll--_._lllllll
-5 | | |
10
REAL GROSS DOMESTIC PURCHASES
5 I
I mm -0.1 I I I I - I
0 — \ \
5 | | |
10 GROSS DOMESTIC PURCHASES PRICE INDEX
5
Ollll\ll__\-l..\l_
5 | | |
2000 2001 2002 2003
Note. Percent change at annual rate from preceding quarter,
based on seasonally adjusted estimates.
U.S. Bureau of Economic Analysis

trough in real GDP in 2001, growth has averaged
2.6 percent; over the seven quarters following the
trough in 1990, it averaged 3.1 percent.?

. The price index for gross domestic purchases rose
only 0.3 percent after rising 3.4 percent. The slow-
down mainly reflected a downturn in energy prices.

- Real disposable personal income increased 2.4 per-
cent after increasing 2.1 percent.

Federal spending on national defense and consumer
spending on durable goods each increased sharply in
the second quarter after decreasing in the first; each

2. The trough in real GDP occurred in the third quarter of 2001. Accord-
ing to the National Bureau of Economic Research, the recession trough
occurred in November.

Table 1. Real Gross Domestic Product, Real Gross Domestic Purchases, and
Real Final Sales to Domestic Purchasers
[Seasonally adjusted at annual rates]

Billions of chained (1996) dollars

Percent change from
Change from preceding quarter

Level preceding quarter
2003 2002 2003 2002 2003
I I} \% | I n \% | I
Gross domestic product............... 9,608.1 | 93.2| 326 | 33.8 | 56.1 4.0 14 14| 24
Less: Exports of goods and services | 1,049.7 | 122 |-161| -35| -84 | 46| -58| -1.3| -3.1
Plus.:Imports of goods and services | 1,603.3 | 128 | 281 |-254| 349| 33 74| -62 9.2
Equals: Gross domestic
purch 10,1146 | 939 | 708 | 152 | 939 39| 29| 06| 3.8
Less:Change in private inventories 179 139 7.0 [-21.0 [ 227 | ccovee [ covveee [ vveres [
Equals: Final sales to domestic
purct S 10,1169 | 80.1| 64.0 | 346 (1122 33| 26| 14| 46
Personal consumption
expenditures 6,726.0 | 67.5| 28.0| 33.0 | 55.1 42 171 20 33
Durable goods ... 1,0579 | 517|218 | -52| 525| 228 | -82| 20| 226
Nondurable goods .. 19792 | 49| 242| 289| 03 1.0 5.1 6.1 0.1
Services 37290 | 208| 200 | 79| 141 23| 22| 09| 15
Private fixed investment... 16134 -10( 169 | 06| 2565 -03| 44| -0.1 6.6
Nonresidential 1,191.7 | -24| 66|-132| 196 | 08| 23| -44| 69
Structures . 2135|-135| -56| -16| 25(-214| -99| -29| 48
Equipment 9976 | 158 | 149|-122| 177| 67| 62| -48| 75
Residential 4115| 10| 88| 96| 60| 1.1 94| 1041 6.0
Government consumption
expenditures and gross
investment 17684 | 123 | 194 | 17| 317 29| 46| 04| 75
Federal..... 6689 | 64| 163| 11| 364| 43| 11.0| 07| 2541
National 4489 | 67| 107 | -35| 392| 69| 11.0| -3.3| 44.1
Nondefense ... 2204 | -02| 56| 45| -24| -03| 11.1| 84| -4.1
State and local... 1,1005 | 59| 34| 06| —41 22| 12| 02| -15
Addendum: Final sales of
domestic product.................... 96106 | 79.3| 259 | 53.1 | 744| 34| 11| 23| 32

Norte. Chained (1996) dollar series are calculated as the product of the chain-type quantity index and the 1996 current-
dollar value of the corresponding series, divided by 100. Because the formula for the chain-type quantity indexes uses
weights of more than one period, the corresponding chained-dollar estimates usually are not additive. Chained (1996) dollar
levels and residuals, which measure the extent of nonadditivity in each table, are shown in NIPA tables 1.2, 1.4, and 1.6.
Percent changes are calculated from unrounded data. Percent changes in major aggregates are shown in NIPA table S.1.
(See “Selected NIPA Tables,” which begins on page D-2 in this issue.)
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contributed about 1.7 percentage points to the
second-quarter growth in real GDP (table 2).2 Nonres-
idential fixed investment and residential investment
made smaller contributions to second-quarter growth,
while imports, exports, and inventory investment sub-
tracted from growth.

National defense spending increased at an annual
rate of 44.1 percent in the second quarter, the biggest
increase since the Korean War. Compensation of mili-
tary personnel increased substantially for the second
quarter in a row, but most of the increase represented a
step-up to a higher level of support services for instal-
lations, weapons, and personnel, including support
services associated with the U.S. role in securing and
reconstructing Irag.*

Consumer purchases of durable goods increased at
an annual rate of 22.6 percent. More than half of the

3. In this article, “consumer spending” is shorthand for the NIPA series
“personal consumption expenditures,” “national defense spending” is
shorthand for “national defense consumption expenditures and gross
investment,” and “inventory investment” is shorthand for “change in pri-
vate inventories”

4. The increases in compensation mainly reflected increases in the num-
ber of military reservists called to active duty; reserve strength peaked at the
end of April.

Table 2. Contributions to Percent Change in

Real Gross Domestic Product
[Seasonally adjusted at annual rates]

2002 2003
1l [\ | I
Percent change at annual rate:
Gross domestic Product .................ervveeennenns 4.0 14 14 24
Percentage points at annual rates:

Personal consumption expenditures .................. 2.93 1.19 1.40 2.34
Durable goods.............. . 1.74 -0.72 -017 1.68
Nondurable goods 0.22 1.01 1.21 0.02
Services 0.97 0.90 0.36 0.64

Gross private domestic investment 0.55 0.93 -0.83 0.20
Fixed investment -0.03 0.65 -0.02 0.97

Nonresidential -0.08 0.24 -047 0.69
Structures -0.62 -0.25 -0.07 0.11
Equipment and software................ccoeuuvune 0.53 0.49 -0.40 0.58

Residential 0.05 0.41 0.45 0.28

Change in private inventories..............ccoeeuee... 0.58 0.28 -0.82 -0.77

Net exports of goods and services............cc..e. -0.01 -1.59 078 -1.56

Exports 0.45 -0.59 -0.13 -0.30
Goods. 0.28 -0.82 0.13 -0.17
Services 0.17 0.23 -0.25 -0.13

Imports -0.47 -1.00 0.91 -1.26
Goods -0.40 -0.71 0.81 -1.73
Services -0.07 -0.30 0.10 047

Government consumption expenditures and
gross iNVeStmeNnt..........ccoecvererrecrsreensnisnnins 0.56 0.85 0.08 1.40
Federal 0.29 0.70 0.05 1.58

National defense 0.29 0.46 -0.15 1.69

Nondefense.... -0.01 0.25 0.20 -0.10

State and local ... 0.27 0.15 0.03 -0.18

Nore. More detailed contributions to percent change in real gross domestic product are shown in NIPA table
8.2. Contributions to percent change in major components of real gross domestic product are shown in tables
8.3 through 8.6.
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increase was accounted for by motor vehicles, which
increased sharply after declining in the two preceding
quarters. Above-average increases were also posted by
furniture and household equipment and by “other”
durable goods.

Nonresidential fixed investment posted its biggest
increase in 3 years and contributed 0.69 percentage
point to the growth of second-quarter real GDP.
Equipment and software accounted for most of the in-
crease, but structures also rose—the first increase in
seven quarters. The increase in structures was mainly
accounted for by oil-well exploration and develop-
ment.

Residential investment increased for the sixth con-
secutive quarter. The increase, which contributed 0.28
percentage point to real GDP growth, mainly reflected
a rise in brokers’ commissions on sales of new and ex-
isting residences.

Imports of goods and services, which are subtracted
in the calculation of GDP, increased, as foreign pro-
ducers supplied an increasing share of domestic de-
mand. At the same time, exports decreased. Together,
these movements subtracted 1.56 percentage points
from GDP growth.

Inventory investment swung from accumulation to
liquidation in the second quarter, subtracting 0.77 per-
centage point from GDP growth. About the same
amount had been subtracted from real GDP growth in
the first quarter as a result of a slowdown in the pace of
accumulation.

The advance estimates for the second quarter also
show the following:

« Real final sales of domestic product (GDP less the
change in private inventories) increased 3.2 percent
after increasing 2.3 percent.

- Real gross domestic purchases increased 3.8 percent
after increasing 0.6 percent.

« The production of services and of structures
increased at above-average rates in the second quar-
ter, but the production of goods changed little (table
3).

« The personal saving rate slipped to 3.3 percent from
3.6 percent.®

5. The personal saving rate is measured as personal saving as a percentage
of current-dollar disposable personal income. An estimate of the national
saving rate (which is measured as gross saving as a percentage of gross
national product) will be available at the end of August along with the “pre-
liminary” estimates of the NIPA's for the second quarter.
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Table 3. Real Gross Domestic Product by Type of Product
[Seasonally adjusted at annual rates]

Billions of chained (1996) dollars
Percent change from preceding quarter
Level Change from preceding quarter
2003 2002 2003 2002 2003
Il il % | I 1l \% | I
Gross domestic product 9,608.1 93.2 32,6 33.8 56.1 4.0 14 14 2.
Goods 3,762.0 80.4 -14.7 20.8 1.1 9.0 -1.6 22 0.1
Services 5,068.4 30.9 38.2 72 46.6 25 3.1 0.6 3.8
SHUCHUIES......oooooreiiersieeesi s 780.5 -10.9 4.8 6.9 438 -55 25 36 25
Addenda:
Motor vehicle output 360.2 285 -133 -1.6 -0.6 371 -134 -1.8 -0.6
Gross domestic product less motor vehicle output .............ccoeeveercvnnene. 9,249.1 67.9 44.0 35.0 56.3 3.0 19 15 25
Final sales of computers..............ccoconeene. 785 26.7 282 18.6
Gross domestic product less final sales of COMPULErS.........cccccvrvcvnniens [ veviveviiieiiines | veveee 36 12 13 23

Norte. See note to table 1 for an explanation of chained (1996) dollar series. Chained (1996) dollar levels and

residuals for most items are shown in NIPA table 1.4. Detail on motor vehicle output is shown in NIPA table 8.9B.

Second-Quarter 2003 Advance NIPA Estimates: Source Data and Assumptions

The “advance” estimate for the second quarter is based
on the following major source data; as more and better
data become available, the estimates will be revised. (The
number of months for which data were available is
shown in parentheses.)

Personal consumption expenditures: Sales of retail stores
(3), unit auto and truck sales (3), and consumers’ shares
of auto and truck sales (2);

Nonresidential fixed investment: Unit auto and truck
sales (3), construction put in place (2), manufacturers’
shipments of machinery and equipment other than air-
craft (3), shipments of civilian aircraft (2), and exports
and imports of machinery and equipment (2);

Residential investment: Construction put in place (2),
single-family housing starts (3), sales of new houses (3),
and sales of existing houses (3);

Change in private inventories: Trade and nondurable
manufacturing inventories (2), durable manufacturing
inventories other than semiconductors (3), and unit auto
and truck inventories (3);

Net exports of goods and services: Exports and imports of
goods and services (2);

Government consumption expenditures and gross invest-
ment: Some Federal outlays were available for 2 months,
others for 3, State and local construction put in place (2),
and State and local employment (3);

GDP prices: Consumer price indexes (3), producer price
indexes (3), U.S. import and export price indexes (3),
and values and quantities of petroleum imports (2).

BEA made assumptions for source data that were not
available. Table A shows the assumptions for key series; a
more comprehensive list is available on BEAs Web site at
<www.bea.gov>.

Table A. Summary of Major Data Assumptions for Advance Estimates, 2003:II

[Billions of dollars, seasonall

ly adjusted at annual rates]

2003
January February March April May June*
Private fixed investment:
Value of new total private construction put in place less residential (including improvements) ... 217.6 216.5 2216 218.9 217.3 216.9
Equipment and software:
Manufacturers’ shipments of complete aircraft .......... 243 334 30.8 20.0 226 32.3
Residential structures:
Value of new residential construction put in place:
Single-family 290.1 289.1 288.2 287.2 286.4 288.5
Multifamily 334 337 334 334 339 34.1
Change in private inventories:
Change in inventories for nondurable manufacturing 9.4 247 5.4 0.6 15.0 -12
Change in inventories for merchant wholesale and retail industries other than motor vehicles
and equipment 37 282 26.3 -14.7 -18.3 7.3
Net exports: 2
Exports of goods
U.S. exports of goods, international-transactions-accounts basis .............c..cuceeeruereerienerennees 685.7 694.9 699.5 686.8 691.0 7035
Excluding gold 681.3 691.1 696.4 682.9 685.8 697.7
Imports of goods:
U.S. imports of goods, international-transactions-accounts basis .............cc..ceuermercerinerenees 1,224.0 1,218.7 1,269.7 1,243.1 1,252.3 1,263.3
Excluding gold 1,221.6 1,216.1 1,267.6 1,240.2 1,248.7 1,257.6
Net exports of goods -538.3 -523.9 -570.1 -556.3 -561.3 -559.8
Excluding gold -540.3 -525.0 -571.2 -557.3 -563.0 -559.9
Government:
State and local:
Structures:
Value of new construction put in place 198.8 194.7 190.4 190.6 188.3 189.5

1. Assumption.

2. Nonmonetary gold is included in balance-of-payments-basis exports and imports but is not used directly in the estimation of NIPA exports and imports.

Prices, next page
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Prices

Inflation slowed in the second quarter. Prices of goods
and services purchased by U.S. residents increased only
0.3 percent after increasing 3.4 percent (table 4). The
slowdown mainly reflected a sharp downturn in en-
ergy prices; excluding food and energy items, prices in-
creased 0.7 percent after increasing 1.8 percent (chart
2). A Federal pay raise for military and civilian person-
nel had added about 0.2 percentage point to the
first-quarter increase.®

Prices of goods and services purchased by consum-
ers increased 0.9 percent, almost 2 percentage points
less than in the first quarter. The slowdown was mainly
accounted for by downturns in gasoline and fuel oil
prices. Food prices increased more than in the first

6. In the NIPA's, an increase in the rate of Federal employee compensation
is treated as an increase in the price of employee services purchased by the
Federal Government.

Table 4. Price Indexes
[Percent change at annual rates; based on seasonally adjusted index numbers (1996=100)]

2002 2003
n W% | I
Gross d ic product 1.0 1.8 24 1.0
Less:Exports of goods and Services ................ue... 35 0.9 39 1.2
Plus: Imports of goods and services... . 44 0.9 1.7 -39
Equals: Gross domestic purchases ..................... 1.2 1.8 34 0.3
Less:Change in private inventories
Equals: Final sales to domestic purchasers ....... 13 1.8 35 0.2
Personal consumption expenditures ................... 17 1.8 2.7 0.9
Durable goods -19 22 =37 -3.8
Nondurable goods............ 0.6 1.2 46 -1.9
Services 3.0 3.0 3.1 33
Private fixed investment ..o -0.9 1.8 1.9 -14
Nonresidential -13 0.4 -04 -16
Structures 04 23 41 -14
Equipment and software ............ccc.oeeenreens -1.9 -0.2 -1.8 -17
Residential 0.0 5 74 -1
Government consumption expenditures and
GrOSS INVESIMENL.....ovvvvrreree s 14 1.6 7.9 -0.7
Federal 1.3 0.3 9.8 0.6
National defense 15 1.2 9.3 05
Nondefense 1.0 -12 10.9 1.0
State and local 1.5 22 6.9 -15
Addenda:
Gross domestic pUrchases:..........cvceverereneeneennn
Food 0.7 1.8 1.8 24
Energy 38 8.8 52.6 -133
Less food and energy.............coeeeveeverereerenenns 1.2 1.5 1.8 07
Personal consumption expenditures: ...................
Food 0.9 1.8 1.7 24
Energy goods and services * 33 76 46.4 -7.8
Less food and energy 1.8 1.5 0.8 12

1. Consists of gasoline, fuel oil, and other energy goods and of electricity and gas.
Norte. Percent changes in major aggregates are shown in NIPA table 8.1. Index numbers are shown in
tables 7.1,7.2,and 7.4.
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guarter. The prices of other consumer purchases in-
creased 1.2 percent after increasing 0.8 percent. Prices
of services increased about the same as in the first
guarter. Prices of durable goods continued their down-
trend; since the first quarter of 1995, these prices have
decreased at an average annual rate of 2.1 percent.

Prices of private fixed investment and of govern-
ment consumption expenditures and gross investment
decreased in the second quarter after increasing in the
first. In private fixed investment, prices of equipment
and software and of structures decreased. Since the be-
ginning of 1995, equipment and software prices have
increased only twice and then only slightly. Prices of
structures, in contrast, had increased in each of the
four preceding quarters.

Prices paid by governments decreased 0.7 percent
after increasing 7.9 percent. The large first-quarter in-
crease had reflected the spurt in energy prices and the
pay raise for Federal employees.

The GDP price index, which measures the prices
paid for goods and services produced in the United
States, increased 1.0 percent after increasing 2.4 per-
cent. This index increased more than the price index
for gross domestic purchases because export prices in-
creased while import prices fell. The fall in import
prices was dominated by petroleum prices.

Chart 2. Gross Domestic Purchases Prices:
Change From Preceding Quarter
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Note. Percent change at annual rate from preceding quarter,
based on seasonally adjusted index numbers (1996=100).
U.S. Bureau of Economic Analysis
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Personal Income
The growth of real disposable personal income (DPI)
accelerated a little in the second quarter despite a slow-
down in the growth of current-dollar DPI (chart 3).
The divergence reflected the sharp slowdown in con-
sumer prices.’

Personal income, which is measured only in current
dollars, increased $74.4 billion (or 3.3 percent) after
increasing $82.3 billion (3.7 percent) (table 5). The
slowdown reflected the following:

7. The implicit price deflator for personal consumption expenditures is
used to deflate DPI.

« A slowdown in wage and salary disbursements by
service industries and by government. The slow-
down in government mainly reflected the first-
quarter pay raise for Federal workers. Government
wages and salaries were boosted in both the first and
the second quarters by increases in pay for reservists
called to active duty and by family separation allow-
ances and imminent danger pay for military per-
sonnel. Federal civilian pay was boosted in the

Table 5. Personal Income and Its Disposition
[Billions of dollars; seasonally adjusted at annual rates]

Change from

Level preceding quarter
Chart 3. Selected Personal Income and Saving 2003 | 2002 2003

Measures HEEEEEEE
- Wage and salary disbursements ... 50939 | 10.1| 157 | 464 | 244
Billion $ Private indusiries 42036 | 14| 74| 308 151

- ing i i 1] -5 2. 2.
800 "CHANGE IN PERSONAL INCOME G°ﬁ§i§;"c‘fﬂﬁ'§§ industries AR R
Distributive industries ... 1,119.5 25| 32 2.3 26
240 Service industries......... 19699 | 49| 166| 26.3 9.7
Government 8903 | 87| 83| 156 93
180 Other labor income 645.0 | 134 127| 9.0| 58
Proprietors’ income with IVA and CCAdj ..........c.cueve... 8035| 112 129 12.8| 1941
Farm 15.2 32 1.0 25 1.0
120 Nonfarm 788.3 80| 11.9| 103 181
Rental income of persons with CCAdj. 1164 | -94|-135| -3.7|-105
60 Personal dividend income 70 65| 74| 78

0 IIII-5.3 IIII

Percent
20 [ CHANGE IN REAL DISPOSABLE PERSONAL INCOME

oIlI-m_IIIl--ll

-10 ‘
Percent

PERSONAL SAVING RATE

IIII}III.)IIII(II

2000 2001 2002 2003

Note. Changes are from preceding quarter, based on seasonally adjusted annual
rates.

(&)}

o
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Personal interest income . -16 02| -5.1 58

Transfer payments to persons.... 1,364.8 | 158 | 20.7 | 21.7| 24.0

Less: Personal contributions for social insurance......... 394.9 1.7 15| 6.1 2.0
Personal income 9,169.2 | 449 | 536 | 823 | 744
Less: Personal tax and nontax payments -89|-129| 83
FEquals: Disposable personal inCOme............ccccecvrvernenes 8,083.7| 67.7| 626 | 951 | 66.1
Less: Personal outlays 7,813.1| 1051 | 57.7 | 86.9| 855
Equals: Personal saving ..............cccccvereninniinnenns 270.6 | -37.4 4.9 82 (-194
Addenda: Special factors in personal income:

In government wages and salaries:

Federal pay raise 70 00| 00| 63| 07
Federal civilian retroactive pay raise............cccc.nee 16| 00| 00| 00| 16
Reservists’ pay 105| -02| -1.0| 33| 49

In transfer payments to persons:

Social security retroactive payments................cc.... 00| 00| 20| -20| 00
Cost-of-living adjustments in Federal transfer

programs 76| 00| 05| 741 0.0
Earned-income credit ...........oveveemreeenereirneinnirns 39| 00| 00| 39| 00

In personal contributions for social insurance:

Increase in taxable wage base ...........ccc.vecrrecrinee 14| 00| 00| 14| 00
Change in premium for supplementary medical
insurance 2.1 00| 00| 21 0.0

In personal tax and nontax payments:

Federal tax law changes...........c.ccouvuvnruinnrinniinnes -5.2 0.0 00| -52 0.0

Nore. Most dollar levels are in NIPA table 2.1.
IVA Inventory valuation adjustment
CCAdj Capital consumption adjustment



6 Business Situation

second quarter by a retroactive pay adjustment for

civilian employees.

« A bigger decrease in rental income of persons in the
second quarter than in the first, as mortgage refi-
nancing costs accelerated. (Mortgage closing costs
and other expenses are subtracted in the calculation
of rental income.)

The effect of these developments on personal in-
come was partly offset by an upturn in personal inter-
est income that reflected a smaller decrease in interest
rates and by a step-up in proprietors’ income. Personal

August 2003

income growth was also boosted by a slowdown in
personal contributions for social insurance. In the first
quarter, these contributions had been raised by
« An increase in the social security taxable wage base
for employees and the self-employed (from $84,900
to $87,000), and
«An increase in the premium for supplementary
medical insurance (Medicare B).
Personal tax and nontax payments turned up in the
second quarter, as Federal nonwithheld taxes decreased
much less than in the first quarter.



